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ABSTRACT 

Estimated  net  incomes  on  typical  cotton  farms  in  the  Southern  High 
Plains  of  Texas  during  1966-69  ranged  from  a  high  of  $25,390  to  a  low 
of  $6,430.   The  variations  depended  partly  on  whether  the  farm  was  irri- 
gated, and  on  whether  the  operator  was  a  full  owner,  a  part  owner,  or  a 
full  tenant.   With  no  charge  for  capital  used  in  farm  operations,  and 
with  operators  assumed  to  be  debt- free,  net  incomes  were  highest  for  full 
owners  and  lowest  for  full  tenants  in  all  years,  and  higher  on  nonirri- 
gated  than  on  irrigated  farms  except  during  1967.   When  a  6-percent 
capital  charge  on  the  current  value  of  assets  was  included  as  an  oppor- 
tunity cost,  returns  to  full  tenants  were  highest,  with  returns  to  part 
owners  next.   Inclusion  of  the  6-percent  capital  charge  indicated  that 
returns  to  capital  invested  in  land  were  relatively  lower  than  returns 
to  operating  capital  or  to  operator  labor  and  management. 

Key  Words:   Commercial,  cotton,  farms,  organization,  cost  and 
returns,  resources,  budgeting,  comparative  analysis. 


PPvEFACE 

Studies  of  costs  and  returns  by  type  and  size  of  farm  have  been 
published  regularly  by  the  U.S.  Department  of  Agriculture  for  more  than 
30  years.   This  series  has  provided  a  measure  of  year-to-year  change  in 
farm  costs  and  returns  and  a  basis  for  evaluating  the  effect  of  changes 
in  yields,  prices,  costs,  Government  farm  programs,  and  other  factors  on 
farm  returns.   This  publication  provides  similar  information,  but  it  is 
more  comprehensive  and  analytical  than  most  previous  annual  reports  in 
the  series. 
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SUMMARY 

Estimated  net  incomes  on  typical  cotton  farms  in  the  Southern  High 
Plains  during  1966-69  ranged  from  a  high  of  $25,390  to  a  low  of  $6,430. 
Net  incomes  were  estimated  for  irrigated  and  nonirrigated  935-acre  farms 
(the  average  size  of  the  farms  surveyed)  operated  by  full  owners,  part 
owners,  and  full  tenants.   With  no  charge  for  capital  used  in  farm  oper- 
ations, and  with  operators  assumed  to  be  debt- free,  net  farm  incomes  on 
irrigated  and  nonirrigated  farms  were  highest  in  all  years  for  full 
owners  and  lowest  for  full  tenants.   Net  returns  on  nonirrigated  farms 
were  above  those  on  irrigated  farms  except  during  1967.   Dryland  farming 
conditions  were  particularly  good  in  1966  and  1968. 

Inclusion  of  a  6-percent  capital  charge  on  the  current  value  of 
assets  as  an  opportunity  cost  drastically  changed  the  magnitude  and  or- 
der of  net  income  estimates  for  the  depicted  tenure  types.   Adjusted  net 
farm  incomes  decreased  as  the  proportions  of  land  operated  through  owner- 
ship increased,  and  were  negative  for  the  full  owner  of  an  irrigated  farm 
in  all  4  years,  suggesting  relatively  low  rates  of  return  on  investments 
in  irrigated  land. 

Net  returns  to  part-owner  and  full- tenant  operators  were  compared 
with  returns  to  similar  resources  in  nonfarm  use  during  1966-68.   A 
part-owner  operator  of  an  irrigated  farm,  with  its  large  capital  require- 
ments, could  have  obtained  a  greater  total  return  with  a  similar  amount 
of  capital  invested  in  common  stocks  and  his  labor  employed  at  industrial 
wage  rates.   The  part-owner  operator  of  a  nonirrigated  farm,  however, 
received  a  higher  total  return  to  resources  than  he  could  have  obtained 
as  a  stockholder.   The  full- tenant  operator  of  a  nonirrigated  farm  re- 
ceived a  much  higher  return,  primarily  for  his  labor  and  management, 
than  he  could  have  received  with  his  capital  invested  in  common  stocks 
and  his  labor  employed  at  industrial  wage  rates.   The  comparative 
attractiveness  of  nonfarm  investment  in  common  stocks  increased  as  the 
investment  in  land  increased. 

Net  rental  incomes  received  by  debt- free  landlords  plus  returns  to 
similar  family  labor  employed  at  industrial  wage  rates  were  compared 
with  income  earned  by  farmers.   On  irrigated  and  nonirrigated  farms, 
both  part-owner  and  full-tenant  operators  earned  net  incomes  signifi- 
cantly in  excess  of  those  received  by  landlords  with  identical  farm 
equities.   Differences  between  operator  and  landlord  incomes  were  great- 
est on  nonirrigated  farms.   Irrespective  of  tenure  or  type  of  farming, 
landlords  received  a  less  attractive  return  to  resources  than  stock- 
holders during  1966-68. 
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PRODUCTION  COSTS,    RESOURCE   RETURNS,  AND   OTHER 

ECONOMIC    CHARACTERISTICS- -COMMERCIAL   COTTON  FARMS, 

SOUTHERN  HIGH  PLAINS,   TEXAS,    1966-69 

By 

J.  Albert  Evans  and  W.F.  Hughes  1/ 

INTRODUCTION 

Cotton  is  produced  on  approximately  one-half  million  farms  in  the 
United  States.   For  many  farmers,  cotton  production  is  their  major  enter- 
prise.  More  than  99  percent  of  all  cotton  grown  in  the  United  States  is 
upland  cotton.   The  1964  distribution  of  cotton  farms  and  cotton  produc- 
tion by  acreage  harvested  is  given  in  table  1  as  reported  for  States  and 
the  United  States  by  the  Census  of  Agriculture. 

In  recent  years,  prices  paid  for  production  inputs  and  services  have 
been  rising.   By  expanding  sizes  of  farms  and  adopting  improved  technolo- 
gy, cotton  farmers  have  offset  part  of  these  higher  costs.   But  at  the 
same  time  prices  received  for  cotton  generally  have  declined,  and  Gov- 
ernment programs,  especially  during  1966-68,  tended  to  hold  down  cotton 
production  (table  2) .   Variable  weather  also  has  affected  the  volume  of 
production  on  cotton  farms.   To  guide  future  policy  decisions,  the  re- 
search reported  here  was  initiated  to  measure  the  effects  of  these 
changes  on  irrigated  and  nonirrigated  commercial  cotton  farms  in  the  High 
Plains  of  Texas  where  approximately  11  percent  of  U.S.  cotton  is  normally 
produced  (fig.  1).   Furthermore,  the  analysis  indicates  the  effects  of 
price,  program,  and  weather  variables  on  farms  operated  by  full  owners, 
part  owners,  and  full  tenants,  and  for  the  latter  two  tenure  types,  com- 
pares net  farm  returns  with  returns  to  similar  resources  employed  or  in- 
vested in  nonfarm  occupations  and  businesses. 

Annual  consumption  of  cotton  has  remained  fairly  constant  over  the 
past  10  years,  but  the  proportion  of  cotton  in  the  growing  fiber  market 
has  declined  under  the  impact  of  strong  competition  from  manmade  fibers. 
Cotton  constituted  65  percent  of  the  6.5  billion  pounds  of  fiber  consumed 
by  U.S.  mills  in  1960,  whereas  it  constituted  only  40  percent  of  the  10 
billion  pounds  of  fiber  consumed  in  1969  (4) .2/      The  increased  manufac- 
ture of  blended  and  100-percent  manmade  fiber  fabrics  (figs.  2  and  3)  is 
reducing  the  ability  of  U.S.  cotton  to  provide  competitive  returns  to 
the  resources  used  in  cotton  production. 


1/     Agricultural  Economists,  Farm  Production  Economics  Division, 
Economic  Research  Service,  Washington,  D.C.,  and  College  Station,  Tex., 
respectively. 

2/     Underscored  numbers  in  parentheses  refer  to  Literature  Cited,  p. 24, 
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THE  AREA  AS  A  WHOLE 

The  Southern  High  Plains  is  a  broad,  sloping  area,  rising  from  about 
2,700  feet  above  sea  level  in  the  southeast  to  over  4,000  feet  along  the 
Texas- New  Mexico  State  line  on  the  northwest.   Soils  of  the  study  area 
are  predominantly  sandy,  ranging  from  fine  sandy  loams  to  sandy  loams  in 
texture.   Some  of  the  lighter  sandy  soils  are  susceptible  to  severe  wind 
erosion,  making  it  difficult  to  establish  and  maintain  crop  stands. 
Physical  characteristics  promote  large-scale  mechanized  farm  operations. 

The  climate  of  the  area  is  subhumid  with  warm  to  hot  summers  and  open 
winters  with  high  winds  during  the  fall  and  spring.   Rainfall  ranges  from 
an  average  of  15  inches  on  the  west  to  around  20  inches  on  the  east. 
About  75  percent  of  the  annual  precipitation  occurs  during  the  frost- free 
growing  season. 

The  growing  season,  which  averages  200  frost- free  days  in  the  North 
and  220  days  in  the  extreme  South,  is  minimal  for  successful  cotton  pro- 
duction.  Because  of  the  short  growing  season,  the  High  Plains  cotton 
crop  is  predominantly  short  staple,  in  contrast  to  most  other  cotton-pro- 
ducing areas  of  the  United  States. 

Underground  Water  Resources 

Underground  water  resources  have  contributed  substantially,  particu- 
larly since  1945,  to  agricultural  output  in  the  Southern  High  Plains. 
The  Ogallala  formation,  the  principal  aquifer,  underlies  approximately 
35,000  square  miles  of  the  Southern  High  Plains.   Saturated  parts  of  the 


aquifer  range  in  thickness  from  a  feather  edge  to  more  than  300  feet  in 
different  parts  of  the  Southern  High  Plains. 

Limited  recharge  and  overuse  are  depleting  the  underground  water 
supply.   The  remaining  economic  life  of  water  resources  ranges  from  5  to 
more  than  50  years  in  specific  hydrologic  situations  (_2) .   These  projec- 
tions are  based  on  the  use  of  irrigation  programs  that  maximize  farm  re- 
turns under  1966  cost-price  conditions. 

Land  Use  and  Type  of  Farming 

Two-thirds  of  the  farmland  is  cropland.  Crop  sales,  predominantly 
cotton  and  grain  sorghum,  account  for  four- fifths  of  the  total  value  of 
farm  products  sold. 

About  94  percent  of  all  farms  were  classified  as  commercial  and  89 
percent  of  these  received  at  least  half  of  their  gross  cash  receipts  from 
sales  of  cotton  lint  and  seed.   Cotton  occupied  55  percent  of  the  harves- 
ted cropland  and  grain  sorghum  38  percent,  with  7  percent  in  "other  crops." 
In  1968,  84  percent  of  all  cotton  acreage  and  86  percent  of  all  cotton 
production  in  subarea  1  (fig.  3)  was  irrigated;  in  subarea  2,  73  percent 
of  the  cotton  acreage  and  66  percent  of  cotton  production  was  nonirrigated. 
Data  from  subareas  1  and  2  were  used  to  assess  irrigated  and  nonirrigated 
cotton  production  on  the  Southern  High  Plains.   Irrigated  cotton  farms 
are  defined  as  those  on  which  all  cotton  is  irrigated  at  least  once, 
compared  with  nonirrigated  cotton  farms  where  no  cotton  is  irrigated. 

Land  Control  Methods 

The  analysis  included  measures  of  returns  to  farm  operators  who  were 
(1)  full  owners,  who  hold  title  to  their  entire  land  base;  (2)  part  owners, 
who  own  part  and  rent  part  of  their  land  base;  and  (3)  full  tenants,  who 
rent  all  the  land  they  operate.   The  part-owner  tenure  group  is  increasing 
relative  to  other  tenure  groups  on  the  Southern  High  Plains  (table  3) . 
The  trend  is  especially  apparent  on  the  larger  cotton  farms- -those  gross- 
ing $20,000  or  more  annually. 

Among  the  operators  of  large  cotton  farms,  full  ownership  of  the 
land  base  is  much  less  common  that  it  is  among  operators  of  small  farms. 
In  the  irrigated  and  nonirrigated  cotton  study  areas,  full  tenants  out- 
numbered part  owners  and  full  owners  in  1964.   The  distribution  of  farm 
operators  by  tenure  method  did  not  differ  materially  between  the  irri- 
gated and  nonirrigated  cotton  study  areas.   Approximately  80  percent  of 
all  full  tenants  were  share  tenants-- that  is,  they  operated  under  crop- 
share  rental  contracts  wherein  the  landlord  received  25  percent  of  the 
cotton  and  33  percent  of  the  grain  sorghum  produced.   Landlords  usually 
bore  their  proportionate  share  of  fertilizer  and  ginning  expenses  and 
often  paid  a  third  of  grain  sorghum  hauling  cost. 

Farm  Size 

The  value  of  farm  products  sold  differed  widely  among  cotton  farms 
in  the  Southern  High  Plains  in  1964  when  a  severe  drought  sharply  reduced 
production  on  nonirrigated  farms  (table  4).   In  1959,  a  more  normal  year 
for  which  census  data  are  available,  18  percent  of  the  nonirrigated  farms 
grossed  under  $10,000  compared  with  13  percent  of  the  irrigated  farms. 
The  percentage  distribution  amor?,  irrigated  and  nonirrigated  farms  gross- 
ing in  the  $10 ,000-$19 ,999  and  ^20,000  -  $39,999  categories  was  highly 
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Table  4. — Percentage  distribution  of  all  farms  by  value  of  farm  products  sold, 
Southern  High  Plains  study  area  and  subareas  1  and  2,  1959  and  1964 


Area  and  year 


Less  than 

•  $10,000- 

•  $20,000- 

;  $40,000 

$10,000 

;  $19,999 

;  $39,999 

[  or  more 

15 

25 

33 

27 

25 

25 

29 

21 

13 

28 

34 

25 

18 

26 

33 

23 

18 

27 

33 

22 

44 

25 

20 

11 

13- county  area 

1959 

1964  1/ 

Irrigated  cotton  subarea  1 

1959 

1964  1/ 

Nonirrigated  cotton  subarea  2 

1959 

1964  1/ 


1/  A  severe  drought  in  1964  greatly  reduced  incomes  of  nonirrigating  farmers. 

Source:   1964  U.S.  Census  of  Agriculture,  Bureau  of  the  Census,  Department  of  Commerce, 


similar  in  1959.   Average  farm  size  has  increased  through  the  years  and 
the  decline  in  the  number  of  farms  suggests  that  further  increases  in 
average  farm  size  can  be  expected.   For  this  study,  farms  were  classed 
in  three  size  categories—under  600  acres  of  cropland,  600  to  1,200  acres 
of  cropland,  and  more  than  1,200  acres  of  cropland. 

Approximately  72  percent  of  all  cotton  farms,  producing  about  50 
percent  of  the  area's  cotton  and  grain  sorghum,  were  classed  in  the 
"under  600  acres"  category.   Twenty-two  percent  of  all  farms  were  in  the 
"600  to  1,200  acres"  category.   These  farms  produced  about  33  percent  of 
the  area's  cotton  and  30  percent  of  the  area  s  grain  sorghum.   Only  6 
percent  of  all  farms  contained  more  than  1,200  acres  of  cropland. 

Based  on  the  1966  cotton  cost  survey,  the  average  cotton  farm  in 
the  600-1,200-acre  size  category  contained  about  935  acres  of  total  land 
per  farm.   This  size  was  selected  for  analysis  because  the  actual  crop- 
land in  production  represents  about  the  largest  acreage  that  can  be 
farmed  with  one  complement  of  six-row  farm  machinery. 

SERIES  STUDY  FARMS 

The  most  common  enterprise  combinations  were  based  in  part  on  farm 
records  compiled  for  the  1964,  1965,  and  1966  cotton  cost  surveys  in 
the  Southern  High  Plains  (V)  .   These  data  were  supplemented  by  a  1969 
survey  which  provided  estimates  of  1968  crop  acreage,  Government  cotton 
program  participation,  rental  arrangements,  utilization  and  cost  of  farm 
labor,  farm  overhead  costs,  nonfarm  income,  and  estimated  January  1 
market  value  of  farm  property  and  associated  equipment  with  January  1 
debt  obligations  against  each  class  of  asset.   The  study  also  utilized 
data  from  the  1964  U.S.  Census  of  Agriculture  and  county  data  on  partic- 
ipation in  Government  farm  programs  from  the  Agricultural  Stabilization 
and  Conservation  Service. 

Major  Assumptions 

Major  assumptions  used  in  developing  income  estimates  for  irrigated 
and  nonirrigated  cotton  farms  were:   (1)  Total  farm  size  and  base  acreage 
allotments  were  constant  during  1966-69;  (2)  average  ratios  of  crop 
acreages  to  total  cropland  and  average  crop  yields  did  not  differ  sig- 
nificantly among  tenure  classes;  (3)  crop  production  per  acre  was  based 
on  area  average  yields,  and  Government  payments  per  acre  were  based  on 
county  projected  yields;  (4)  all  cotton  irrigation  was  by  the  gravity- 
flow  method;  (5)  prices  received  for  cotton,  grain  sorghum  and  input 
prices  were  area  average  prices;  and  (6)  for  rented  land,  operators  re- 
ceived 7  5  percent  of  the  total  Government  upland  cotton  program  payment 
and  67  percent  of  the  corresponding  feed  grain  program  payment. 

Irrigated  Farms 

Costs  and  Returns,  1966-69 

The  organization,  production,  and  1966-69  costs  and  returns  for  935- 
acre  irrigated  cotton  farms  are  shown  in  table  5.   As  the  same  basic 
farm  organization  is  used  for  all  three  tenure  situations,  only  selected 
summary  items  are  shown  to  reflect  adjustments  of  data  to  the  part  owner 
and  share- tenant  situations.   In  the  tabular  analysis,  net  farm  income 
is  defined  as  the  net  return  to  a  debt- free  farm  operator  and  his  family 
for  their  unpaid  labor,  management,  and  capital.   In  subsequent  analysis 
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Table   5. — Irrigated  935-acre   cotton   farms:      Organization,   yields   per   acre,    costs   and  returns,    full-owner, 
part-owner,    and  share-tenant  operators,   subarea  1,    Southern  High   Plains,    1966-69 


Item 


Unit 


1966 


1967 


1968 


1969 


Full  owner: 

Land  in   farm 

Cropland  harves  ted 

Cropland  abandoned 

Cropland  diverted  for  pay 

Other  idle    cropland 

Noncropland 


Crops  harvested: 

Cotton,    irrigated 

Grain  sorghum: 

Irrigated 

Nonirrigated 

Crop  yields  per  harvested  acre: 

Cotton 

Grain  sorghum: 

Irrigated 

Nonirrigated 


Total  farm  capital,  Jan 

Land  and  buildings 

Machinery  and  equipment- 
Total  cssh  receipts 

Cotton,  lint  and  seed 

Grain  sorghum 

Government  payments 

Value  of  perquisites  2/ 

Gross  farm  income 


1   II- 


Total   operating  expenses   3/ 

Labor: 

Seed 

Other   chemicals 

Ginning 

Power. and  machinery 

Maintenance  of  farm  buildings 

Taxes  on  real  estate  and  personal  property 

Other  overhead  expense 

Net  farm  income  (full  owner) 


Adjustments  from  above  data  for: 
Part  owner: 

Acres  owned 

Acres   share-rented 

Operator's    farm  capital  _1/ — 

Land   and  buildings 

Machinery    and   equipment 

Gross    farm  income 

Operating  expenses    3/ 

Net   farm  income 


Share    tenants: 

Acres   share- rented 

Operator's   farm  capital  1/ 

Machinery   and  equipment 

Gross    farm  income 

Operating  expenses    3_/ 

Net   farm  income 


Acre 
do. 
do. 
do. 
do. 
do. 

do. 

do. 
do. 

Pound 


935 

520 

88 

236 

26 
65 

224 

75 
221 

480 


935 

512 
101 
124 
133 
65 

201 

89 
222 

500 


935 
615 

57 

172 

26 

65 

253 

83 
279 

530 


935 

575 

79 

98 

118 

65 

296 

48 
231 

390 


Cwt. 

40.8 

44.2 

39.7 

39.6 

do. 

11.4 

8.9 

14.4 

12.0 

Dollar 

462,900 

455,100 

464,900 

444,500 

do. 

424,900 

415,600 

424,900 

402,500 

do. 

38,000 

39,500 

40,000 

42,000 

do. 

58,000 

62,200 

66,300 

57,100 

do. 

25,100 

26,400 

31,600 

25,300 

do. 

9,900 

10,400 

12,400 

9,000 

do. 

23,000 

25,400 

22,300 

22,800 

do. 

700 

800 

800 

900 

do. 

58,700 

63,000 

67,100 

58,000 

do. 

39,000 

40,040 

42,440 

41,900 

do. 

7,040 

6,600 

6,800 

7,080 

do. 

1,260 

1,930 

2,800 

1,880 

do. 

2,240 

2,000 

1,820 

1,940 

do. 

910 

970 

850 

850 

do. 

7,640 

7,560 

6,790 

7,380 

do. 

4,620 

4,320 

5,910 

5,200 

do. 

1,200 

1,300 

1,500 

1,070 

do. 

•  10,640 

10,930 

11,260 

11,620 

do. 

280 

280 

300 

320 

do. 

1,740 

2,260 

2,260 

2,260 

do. 

:     630 

1,080 

1,350 

1,450 

do. 

800 

810 

800 

850 

do. 

:  19,700 

22,960 

24,660 

16,100 

Acre 

:     300 

300 

300 

300 

do. 

:     635 

635 

635 

635 

Dollar 

:  174,200 

172,700 

176,200 

171,000 

do. 

:  136,200 

133,200 

136,200 

129,000 

do. 

:  38,000 

39,500 

40,000 

42,000 

do. 

:  48,100 

51,600 

54,900 

47,500 

do. 

:  35,900 

36,710 

38,590 

38,440 

do. 

:  12,200 

14,890 

16,310 

9,060 

Acre 

935 

935 

935 

935 

Dollar 

•  38,000 

39,500 

40,000 

42,000 

do. 

•  38,000 

39,500 

40,000 

42,000 

do. 

43,000 

46 , 300 

49,200 

42,600 

do. 

•  34,000 

34%  420 

36,470 

36,040 

do. 

•   9,000 

11,880 

12,730 

6,560 

1/      The   farms   as    organized  exclude   livestock  enterprises   and  assume  all   crops    are  sold  before   January 
1.   ~2/      Net   rental  value  of   farm  dwelling.    3/      Excludes   interest  paid  on  borrowed   capital.      4/      Irrigation 
by   gravity-flow  method.      Assumes    thickness   of  underground  water-saturated  zone   to  be  between  125   and  175 
feet  and  16-inch  irrigation  wells    300   feet  deep   containing  5-inch   column  pipes    that  extend  280   feet  below 
surface.  -■  q 


of  comparative  returns  to  resources,  debt  obligations  of  farm  operators 
are  included. 

Regardless  of  tenure  class,  the  total  land  base  per  farm  was  held 
at  935  acres  (960  acres  less  land  in  farmstead  and  right-of-way) .   Part* 
owners  held  title  to  approximately  one- third  of  their  935-acre  operation. 
This  proportion  closely  approximates  the  average  acreage  owned  by  part 
owner  operators  as  computed  from  tabulations  of  1966  and  1968  farm  sur- 
vey records. 

Because  of  changes  in  provisions  of  the  upland  cotton  program,  the 
cotton  acreage  harvested  on  irrigated  farms  decreased  from  224  acres  in 
1966  to  201  acres  in  1967,  but  then  increased  to  253  acres  in  1968  and 
296  acres  in  1969.   Acreages  shown  assume  that  all  1966  and  1967  cotton 
was  planted  in  patterns  of  four  rows  planted  and  four  rows  skipped, 
whereas  all  1968  and  1969  cotton  was  planted  without  skips. 

Total  sorghum  acreage  harvested  was  296  acres  in  1966,  311  acres 
in  1967,  362  in  1968,  and  279  in  1969.   Because  cotton  acreage  increased 
in  1969,  the  irrigated  portion  of  the  total  harvested  sorghum  crop  de- 
clined to  48  acres.   Total  sorghum  acreage  harvested  in  1969  was  sig- 
nificantly less  than  in  1967  and  1968  because  of  the  increase  in  cotton 
acreage  and  increased  diversion  under  the  Government  feed  grain  program. 

Growing- season  conditions  differed  materially  during  1966-69.   Yields 
of  cotton  lint  per  irrigated  acre  averaged  480  pounds  in  1966,  500  pounds 
in  1967,  530  pounds  in  1968,  and  390  pounds  in  1969.   Although  some 
cotton  acreage  was  "hailed  out,"  growing- season  conditions  were  excep- 
tionally favorable  in  1968.   Hail,  heavy  rains,  and  early  freeze  damage 
contributed  to  rather  heavy  abandonment  of  cotton  and  grain  sorghum 
acreage  in  some  areas  in  1969. 

During  the  4-year  period,  gross  farm  income  was  highest  in  1968 
and  lowest  in  1969.   Cash  receipts  from  the  sale  of  cotton  lint  and  seed 
ranged  from  42  percent  of  gross  income  in  1967  to  47  percent  in  1968. 
Combined  Government  program  payments  ranged  from  33  percent  of  gross 
farm  income  in  1968  to  40  percent  in  1967. 

Seasonal  prices  for  cotton  averaged  18.1  cents  per  pound  of  lint  in 
1966,  21.6  cents  in  1967,  19.6  cents  in  1968,  and  18.2  cents  in  1969. 
Sorghum  grain  prices  ranged  from  $1.69  to  $1.93,  averaging  $1.79  per 
hundredweight,  over  the  4-year  period. 

For  each  tenure  group,  total  operating  expenses  were  highest  in 

1968  and  lowest  in  1966.   Expenses  associated  with  ownership  and  opera- 
tion of  farm  machinery  (including  machinery  work  hired)  constituted  about 
one- third  of  total  farm  operating  expense.   The  next  largest  farm  opera- 
ting expense  items  were  the  cost  of  operating  irrigation  equipment  and 
hired  labor.   During  1966-69,  combined  irrigation  and  labor  expense 
approximated  30  to  40  percent  of  total  farm  operating  expense  in  all 
three  tenure  situations.   Irrigation  expenses  were  lower  in  1968  owing 

to  better  rainfall  distribution.   Ginning  expenses  differed  directly 
with  the  quantity  of  cotton  produced. 

Net  farm  income  differed  largely  with  growing  conditions.   It  was 
highest  in  1968  and  lowest  in  1969.   Total  farm  operating  expenses  in 

1969  were  similar  to  1968  levels;  gross  farm  incomes  declined  in  1969, 
due  to  substantially  lower  cotton  and  grain  sorghum  production.   In  one 
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estimate  of  returns,  farm  operators  were  assumed  to  be  debt  free  (table 
5)  and  no  charge  was  made  against  their  farm  capital.   Under  this  as- 
sumption, net  farm  incomes  were  highest  for  full  owners  and  lowest  for 
share  tenants.   However,  when  farm  capital  was  assumed  to  earn  a  return 
of  6  percent  each  year  (an  opportunity  cost  concept)  before  computing 
the  residual  return  to  unpaid  family  labor  and  management,  net  farm  in- 
comes to  the  full  owner  ranged  from  -$10,570  in  1969  to  -$3,230  in  1968. 
In  other  words,  the  full-owner  operator  earned  less  than  the  assumed 
opportunity  cost  of  6  percent  on  farm  capital. 

Net  farm  income  (adjusted  for  the  capital  charge)  to  the  part-owner 
operator  ranged  from  -$1,200  in  1969  to  $5,740  in  1968--providing  positive 
returns  to  combined  labor  and  management  in  1966,  1967,  and  1968.   Be- 
cause of  relatively  low  capital  use,  adjusted  net  farm  income  to  the 
share-tenant  operator  ranged  from  $4,040  in  1969  to  $10,330  in  1968-- 
the  largest  positive  returns  to  combined  unpaid  labor  and  management  of 
the  three  tenure  situations.   When  a  capital  charge  is  included  as  an 
expense  item,  net  returns  increase  as  the  proportion  of  land  controlled 
by  renting  increases. 

Nonirrigated  Farms 

Costs  and  Returns,  1966-69 

The  organization,  production,  and  1966-69  costs  and  returns  for  935- 
acre  nonirrigated  cotton  farms  are  shown  in  table  6. 

Operators  of  nonirrigated  cotton  farms  increased  cotton  acreages  in 
both  1968  and  1969.   The  1969  estimate  of  315  acres  of  cotton  harvested 
on  study  farms  was  23  percent  greater  than  in  1968,  54  percent  greater 
than  in  1967,  and  40  percent  more  than  in  1966.   These  estimates  assume 
all  cotton  was  planted  in  a  4  x  4  skip-row  pattern  in  1966  and  1967  and 
a  2  x  2  pattern  in  1968  and  1969.   Grain  sorghum  acreage  was  reduced  in 
1968  and  1969  because  of  the  change  in  skip-row  rules  for  cotton.   In 
1966  and  1967,  four- row  skips  were  used  to  meet  diversion  requirements, 
but  part  of  anything  less  than  four- row  skips  would  have  been  counted 
against  the  cotton  allotment.   Beginning  in  1968,  however,  these  less- 
than- four- row  skips  did  not  count  against  allotments.   Therefore,  farm- 
ers used  the  more  profitable  2x2  planting  pattern.   Consequently,  in- 
stead of  counting  four- row  skips  as  diverted  feed  grain  acreage,  other 
land  had  to  be  idled  to  meet  diversion  requirements  for  feed  grain;  the 
total  land  area  used  for  cotton  remained  the  same  with  the  2x2  pattern 
as  with  the  4x4  pattern. 

Income, both  gross  and  net,  varied  widely  from  year  to  year,  as  crop 
production  on  nonirrigated  farms  is  highly  dependent  on  favorable  weather. 
Cotton  and  grain  sorghum  yields  were  up  in  1966  and  1968,  but  in  1967 
and  1969  the  outturn  was  only  mediocre  largely  because  of  unfavorable 
weather.   During  the  4-year  period,  gross  farm  income  was  highest  in  1968 
and  lowest  in  1967.   Cash  receipts  from  sales  of  cotton  lint  and  seed 
ranged  from  41  percent  of  gross  income  in  1967  to  66  percent  in  1968. 
Government  program  payments  ranged  from  29  percent  of  gross  farm  income 
in  1968  to  43  percent  in  1969. 

Total  operating  expenses  were  significantly  lower  in  1967  and  1969, 
due  mainly  to  the  lower  harvesting  costs  associated  with  lower  crop  pro- 
duction.  Because  tenant  operators  incurred  fewer  costs  associated  with 
farm  ownership,  their  farm  machinery  ownership  and  operating  expenses 
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Table   6. — Nonirrigated  935-acre    cotton   farms:      Organization,   yields  per   acre,    costs   and  returns,    full-owner, 
part-owner,    and   share-tenant    operators,    subarea   2,    Southern  High    Plains,    1966-69 


Item 


Full  owner: 

Land  in  farm 

Cropland  harvested 

Cropland  abandoned 

Cropland  diverted  for  pay- 
Other  idle  cropland 

Non cropland 


Crops  harvested: 

Cotton,  nonirrigated 

Grain  sorghum 

Crop  yields  per  harvested  acre: 

Cotton 

Grain   sorghum 

Total  farm  capital,  Jan.  1  1/ 

Land  and  buildings 

Machinery  and  equipment 


Total  cash  receipts 

Cotton,  lint  and  seed- 
Grain  sorghum 

Government  payments 

Value  of  perquisites  2/- 

Gross  farm  income 


Total  operating  expenses  3/ 

Labor ■ 

Seed 

Chemicals 

Ginning 

Custom  hire 

Power  and  machinery 

Maintenance  of  farm  buildings 

Taxes  on  real  estate  and  personal  property- 
Insurance 

Other  overhead  expense — 

Net  farm  income  (full  owner) 


Operator  adjustments  from  above  data: 
Part  owner: 

Acres  owned 

Acres   share- rented 

Operator's    farm   capital   1/ 

Land   and  buildings 

Machinery   and   equipment 

Gross    farm  income 

Operating   expenses  _3/ 

Net    farm  income 


Share    tenants: 

Acres    share-rented 

Operator's    farm   capitals- 
Machinery    and   equipment — 

Gross    farm  income 

Operating   expenses    3/ 

Net   farm   income 


Unit 


Acre 
do. 
do. 
do. 
do. 
do. 

do. 
do. 

Pound 
Cwt. 

Dollar 
do. 
do. 

do . 
do. 
do. 
do. 

do. 

do. 

do. 
do. 
do. 
do. 
do. 
do. 
do. 
do. 
do. 
do. 
do. 

do. 


1966 


1967 


1968 


1969 


935 

422 

72 

230 

136 

75 

225 
19  7 

515 
11.4 

197,100 

182,500 
14,600 

44,400 

26,500 

4,000 

13,900 

700 


935 

487 
103 
122 
148 
75 

204 
283 

250 
8.9 

190,100 

175,000 

15,100 

30,300 

12,800 

4,400 

13,100 

700 


45,100  31,000 


935 

340 

17 

154 

349 

75 

25  7 
83 

520 
14.4 

211,400 

195,600 

15,800 

48,900 

32,500 

2,000 

14,400 

700 

49,600 


935 

388 

30 

47 

395 

75 

315 
73 

275 
10.2 

208,300 

191,900 

16,400 

35,700 

18,700 

1,500 

15,600 

800 

36,500 


2,110 

19,520 

24,210 

20,040 

5,000 

5,280 

4,680 

4,320 

9  20 

1,620 

2,250 

1,300 

780 

870 

540 

430 

4,9  80 

2,190 

5,880 

3,920 

3,060 

1,940 

3,070 

2,040 

5,650 

5,800 

5,970 

6,170 

200 

210 

220 

240 

860 

860 

860 

860 

290 

310 

320 

340 

370 

440 

420 

420 

22,770  11,480  25,390  16,460 


Acre 

318 

346 

374 

374 

do. 

617 

583 

563 

563 

Dollar 

76,600 

79,900 

94,000 

93,100 

do. 

62,000 

64,800 

78,200 

76,700 

do. 

14,600 

15,100 

15,800 

16,400 

do. 

37,400 

25,900 

42,100 

31,000 

do. 

20,750 

18,640 

22,870 

18,950 

do. 

16,650 

7,260 

19,230 

12,050 

Acre 

935 

935 

935 

935 

Dollar 

14,600 

15,100 

15,800 

16,400 

do. 

14,600 

15,100 

15,800 

16,400 

do. 

33,400 

22,900 

37,000 

27,300 

do. 

18,410 

16,470 

20,780 

17,040 

do. 

14,990 

6,430 

16,220 

10,260 

1/      Farm  organizations   exclude   livestock  enterprises   and  assume  all   crops   are  sold  before  January   1. 

2/   Net  rental  value  of  farm  dwelling. 

3/      Excludes  interest  paid  on  borrowed  capital. 
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(including  machine  work  hired)  constituted  a  larger  proportion  of  the 
total  expenses o   For  the  three  tenure  groups,  machinery  expense  range'd 
from  about  40  to  50  percent  of  total  farm  operating  expense.   Hired  labor 
amounted  to  about  one- fourth  of  total  operating  expense  in  1966  and  1967, 
compared  with  approximately  one- fifth  of  the  total  in  other  years.   The 
cost  of  certified  cottonseed  was  significantly  lower  in  1969  and  the  de- 
cline in  herbicide  prices  reduced  the  chemicals  expense  category.   Ginning 
expenses  with  the  short  cotton  crops  of  1967  and  1969  were  approximately 
two- thirds  of  the  1966  and  1968  totals. 

Net  farm  incomes  were  highest  in  1968  and  lowest  in  1967.   Although 
cotton  acreage  harvested  was  23  percent  larger  in  1969  than  in  1968, 
total  lint  production  was  35  percent  smaller  due  to  a  47-percent  lower 
yield  per  harvested  acre.   The  1969  grain  sorghum  yield  per  acre  was  29 
percent  lower  than  in  1968. 

With  no  charge  for  the  use  of  capital,  net  farm  incomes  were  highest 
for  full  owners  and  lowest  for  share  tenants  (table  6).   However,  again 
assuming  that  equity  capital  based  on  the  current  value  of  farm  assets 
should  have  earned  6  percent  each  year,  adjusted  net  farm  incomes  ranged 
from  $70  to  full-owner  operators  in  1967  to  $15,270  to  full  tenants  in 
1968 o   When  a  capital  charge  is  included  as  an  expense,  net  returns  on 
nonirrigated  farms,  like  those  on  irrigated  farms,  increase  as  the  pro- 
portion of  rented  land  increases. 

COMPARATIVE   RETURNS  TO  RESOURCES 

The  question  of  equivalent  returns  to  agriculture  has  received  con- 
siderable attention  in  legislative  action  designed  to  redistribute  in- 
come, and  in  research  designed  to  develop  appropriate  procedures  to  com- 
pare returns  from  farming  with  returns  to  similar  resources  employed  in 
other  occupations  and  businesses  (1,  _6) .   In  this  analysis,  two  methods 
are  used  to  estimate  comparable  returns.   The  first  method,  hereafter 
referred  to  as  the  Stockholder  Standard,  compares  returns  to  operator 
equities  in  depicted  farms  with  returns  to  similar  amounts  of  capital 
invested  in  common  stocks.   The  second  method,  called  the  Landlord 
Standard,  similarly  compares  returns  to  the  same  farm  equities  with  net 
returns  earned  by  a  debt- free  landlord  having  an  equivalent  equity  in 
the  same  type  of  farm.   Returns  are  compared  with  and  without  adding 
capital  gains  (or  losses)  to  the  operator's  income  from  farm  operations, 
to  stockholder  dividends,  and  to  the  landlord's  net  return  from  his 
share  of  the  crops. 

In  both  methods,  farm  operator  labor  and  management  inputs  are  as- 
sumed able  to  earn  returns  in  nonfarm  employment  equal  to  the  average 
annual  earnings  of  manufacturing- type  workers  in  Texas  as  reported  by  the 
U.S.  Department  of  Labor  (_5)  .   Opportunity  cost  estimates  for  other  un- 
paid, operator- family ,  farm- employed  labor  were  computed  using  a  rate  of 
$1.60  per  hour  times  the  estimated  hours  worked  on  the  farm. 

Farm  operator  equities  for  depicted  farms  were  estimated  from  data 
obtained  in  a  1969  survey.   Farm  assets  and  liabilities  of  part-owner 
and  full-tenant  operators  of  935-acre  irrigated  and  nonirrigated  cotton 
farms  are  summarized  in  tables  7  and  8.   Real  estate  debt  is  shown  as 
debt  per  acre  of  land  owned;  machinery  indebtedness  is  debt  per  acre  of 
land  operated  (table  7).   Data  for  full-owner  operators  are  not  shown 
because  in  total,  within  the  size  group  analyzed,  they  occurred  rela- 
tively infrequently  and  therefore  were  not  interviewed. 
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Real  estate  debts  of  part-owner  operators  of  irrigated  farms  ranged 
from  $5  to  $377  per  acre  of  land  owned;  however,  half  of  them  reported 
real  estate  debts  ranging  between  $48  and  $141  per  acre.   Comparable  in- 
debtedness on  nonirrigated  farms  ranged  from  $6  to  $188  per  acre  with 
half  of  the  reported  indebtedness  ranging  between  $40  and  $100  per  acre 
owned.   Liabilities  of  irrigated- farm  operators  averaged  well  above 
those  of  nonirrigated- farm  operators,  in  total,  but  because  of  the  greater 
value  associated  with  irrigated  land,  the  average  debt  load  in  relation 
to  value  of  assets  was  lower  on  irrigated  farms. 

Farm  machinery  debts  averaged  $6  per  acre  of  cropland  on  part-owner- 
operated  irrigated  and  nonirrigated  farms.   Approximately  60  percent  of 
the  irrigated- farm  operators  and  53  percent  of  the  nonirrigated- farm 
operators  reported  machinery  indebtedness  ranging  between  $3  and  $8  per 
acre  of  cropland.   Full  tenants  carried  more  machinery  indebtedness  per 
acre  of  cropland  on  irrigated  farms  than  on  nonirrigated  farms.   Regard- 
less of  farm  type  or  tenure,  the  median  and  average  machinery  indebted- 
ness was  low  in  relation  to  real  estate  indebtedness  and  to  the  value 
of  farm  physical  assets. 

Approximately  half  of  all  full- tenant  operators  reported  indebted- 
ness; among  part  owners,  83  percent  of  the  irrigated- farm  and  74  percent 
of  the  nonirrigated-f arm  operators  reported  indebtedness  (table  8). 
Although  indebtedness  was  more  common  among  part-owner  operators,  the 
debt-asset  ratios  averaged  lower  on  such  farms  than  on  tenant-operated 
farms.   Among  part-owner  operators  reporting  indebtedness,  the  debt-asset 
ratio  was  under  0.3  on  77  percent  of  the  irrigated  farms  and  74  percent 
of  the  nonirrigated  farms;  on  tenant-operated  farms  it  was  under  0.3  on 
68  percent  of  the  irrigated  farms  and  60  percent  of  the  nonirrigated 
farms  (table  8) . 

Procedures  in  Developing  Comparative  Returns 

Returns  to  resources  in  farm  and  nonfarm  uses  are  developed  and 
compared  in  tables  9  and  10.   Items  1-3  in  tables  9  and  10  show  the  farm 
operator's  equity  in  farm  physical  assets.   Item  1(b)  shows  the  1968  land 
values  per  acre  used  to  compute  the  total  value  of  land  and  buildings. 
Land  values  used  in  computing  the  rate  of  capital  gain  (loss)  for  items 
7  and  19  are  shown  in  the  following  tabulation: 

Land  values  (January  1)  per  acre  of  total  land  in  farms 


Year 

1964 
1965 
1966 
1967 
1968 
1969 

The  1969  land  values  shown  are  weighted  averages  derived  from  the 
May  1969  farm  survey.   Estimates  for  1964-68  were  derived  from  unpub- 
lished USDA  estimates  of  the  average  sale  price  of  irrigated  and  non- 
irrigated  land  in  the  Southern  High  Plains  area  in  those  years.   Item 
3,  total  operator  equity,  is  the  amount  of  capital  assumed  in  the  I 
holder  and  Landlord  Standards.   It  is  the  key  item  used  in  comput 
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Irrigated 

Nonirrigated 

farms 

farms 

$477 

$212 

478 

208 

454 

195 

444 

187 

454 

209 

430 

205 

Table  9. — Operator  equity   in   farm  physical  assets,    January  1,    1968,    and  comparative   returns    to  resources 
under  Stockholder  and  Landlord  Standards,    935-acre  irrigated  and  nonirrigated   cotton   farms,  by    tenure, 
Southern  High   Plains,    Texas,    1968 


Item 


Irrigated   farms 


Part  owner    '    Share   tenant 


Nonirrigated   farms 


Part  owner    '    Share   tenant 


Operator's   equity   in  physical  assets    (dol.)    II 
(1)      Land   and  buildings: 


(a) 
(b) 

(c) 
(d) 
(e) 


Real  estate  (acres)  _2/ 

Average  value  per  acre  3/ — 

Total  value 

Operator  debt  4/ 

Operator  equity 


(2)   Value  of  farm  machinery  and  equipment 

owned 

(a)  Machinery   and  equipment  debt_5/ 

(b)  Operator   equity 


(3)      Total   operator  equity- 


Comparative   returns    to   resources 

Operator's    farm  income,    1968   (dol.): 

(4)  Operator  gross    returns 

(5)  Operator  expenses   6/ 

(6)  Net   returns    to   operator   7/ 

(7)  Capital   gains,    1964-67   annual   rate  _8/- 

(8)  Net,   including   capital   gains 


Stockholder  Standard   (dol.) 


(9)      Wages    for   1968  9/ 

(10)  Dividends    for   1968  10/ 

(11)  Total,    excluding    capital   gains- 

(12)  Capital    gains,    1964-67   annual 

rate  11/ 

(13)  Total,  including  capital  gains- 


Comparative  resource  returns  ratio: 

(14)  Excluding  capital  gains 

(line  6  \   line  11) 

(15)  Including  capital  gains 

(line  8  i  line  13) 


Landlord  Standard  (dol.): 

(16)  Wages  for  1968  9/ 

(17)  Net  land  rent  (share  rent)  for 

1968  12/ 

Total,  excluding  capital  gains- 


(18) 
(19) 


Capital  gains,  1964-67  annual 
rate  _8/ 

(20)   Total,  including  capital  gains- 


Comparative  resource  returns  ratio: 

(21)  Excluding  capital  gains 

(line  6  '-   line  18) 

(22)  Including  capital  gains 

(line  8  7  line  20) 


300 
454 


136,200 
28,800 


107,400 


40,000 
4,800 


35,200 
142.600 


54,900 
41,500 


13,400 


11,750 


1.16 
.55 

6,990 
3,980 


10.970 


-1,710 


9,260 


1.22 
1.27 


374 

209 


78,200 
25,100 


40,000 
8,400 


53,100 


15,800 
6,400 


31,600 
31,600 


9,400 
62,500 


49.200 


42,100 
24,900 


10,800 


17,200 
-270 


10,800 


16,930 


1.35 
1.06 

6,990 
890 


1.92 

1.28 

6,980 
2,880 


7,880 
-380 


9,860 
-220 


7,500 


1.37 
1.44 


1.74 
1.76 


15,800 


10,200 


37,000 
21,900 


15,100 


15,100 

J 


6,990 
4,560 

6,990 

1,010    ; 

.           6,980 

2,000 

7,580 
330 

11,550 
9,770 

8,000         . 
2,160         : 

.            8,980 
=            4,280 

7,910 
700 

21,320 

10,160         : 

13,260 

8,610 

J 

1.91 

1.75 

7,580 
470 


8,050 
-40 


8,010 


1.88 
1.89 


See  footnotes  on  following  page. 
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Footnotes    for  Table  9    (Comparative  Returns    for   1968) 

1/      These   farms    do  not  have    livestock  enterprises.      Crops   produced  are  presumed   to  be  sold  before   Janu- 
ary  1  each  year. 

2/      Average   acres   owned  by   part-owner  farm  operators   in  survey  within  size   range   of  600-1,200   acres 
total    cropland. 

3/      Derived  by   adjusting  May    1969   survey   estimates    to   January   1969   by   unpublished  USDA  estimates   of   the 
average   value   of  irrigated  and  nonirrigated  land  in   the  Southern  High   Plains    area. 

4/   5/      Computed   for  each   farm  shown   as    the   product  of  median   debt   reported  per   acre  of    total   land  owned 
(part-owners)    or  operated   (full    tenants)    and   the   acres   in   item  la. 

6/      Includes   interest  paid  on   farm  mortgage   for   one  year   and  on  operating   capital   for  6  months.      No 
charge   is  made    for  equity   capital. 

7/      Net   returns    to   farm  operator   and  unpaid   family    labor,    to  operator  management   and  operator   capital. 

8/      See   text   table,   page   17,      for   land  values   by  years.      Average   annual   rates    for   1964-67   computed   as 
follows:      Irrigating  part-owner— $454  7   $477  =    .9518,    1.0000  -    .9518  =    .0482,    .0482   7   4  =   1.20%   average 
annual   loss;   nonirrigating  part-owner— $209  7   $212   =    .9858,    1.0000   -    .9858  =    .0142,    .0142  7   4  =    .35% 
average   annual   loss.      Item  7  entries    computed   applying   appropriate   loss    rate    times   item  lc,    total  value 
of   land  and  buildings.      Item  19   entries    computed   applying  same   rates    times   item  3,    total   operator  equity. 

9/      The   components   of    these   estimates    consist  of  opportunity   cost  estimates    for   the   farm  operator's 
labor  and   for  unpaid   farm  labor  of  his    family.      The   estimate   for  each   farm  operator  is   identical   at    $6,230, 
computed  by   applying    the  U.S.    Department  of  Labor   average  weekly  earnings   of   $119.81   for  manufacturing 
workers   in  Texas    times   52  weeks.      Opportunity   cost  estimates    for  other  unpaid   farm  labor  were   calculated 
using   a  per  hour  rate   of   $1.60    (Federal  Minimum  Wage)    times    the  estimated  hours  worked  on   the    farm. 
10/     See    text   table,     page  22.  Computed   as  product  of   3.2%   and  item  3,    total  operator  equity. 

11/      See   text   table,    page   22,        for   changes   in  value   of  stock  shares  by  years.      Average   annual   rate   for 
1964-67   computed  as    follows:      for  irrigated   farms    $96.11  7  $75.43   =   1.2742  or   27.42%  gain  7-  4  years   =  6.85%. 

12/     Assumes    theoretical  debt-free   reinvestment  of   total  operator  equity    (item  3)    to  purchase  similar 
farmland   for   renting  out   on   crop-share  basis    to  earn  a  per  acre   rate  of   return  equal   to   that   earned  by 
landlord  in  1968. 

Example   of   computations   for   irrigating  part-owner: 

$67,116      Full-owner   income  $42,433     Full-owner  expense 

-49,214      Share-tenant   income  -36,472      Share-tenant   expense 

$17,902     Landlord  income  $   5,961     Landlord   expense 

$31,521      Full-owner  operating   capital*  $17,902 

^•29,887     Share-tenant  operating   capital**  -6,043      C$5,961  plus    $82) 

$   1,634     x  5%   =   $82   interest  $11,859      Landlord  net   income   on  870   acres   of   cropland 

$11,859  7   870   acres    cropland  =   $13.63  per   acre   cropland 
$142,600    (part-owner  equity)    7  $454  per  acre   =  314   acres    total   land 
314  x   .93   (ratio   of   cropland   to    total   land)    =   292   acres    cropland 
292   x  $13.63   =   $3,980   =   item  17,    net   land   rent 

*      Excludes    as   expenses  machinery   and  equipment   depreciation,   maintenance  of  service  buildings, 

and  overhead-type   expense  items,    for  example,    real  estate   and  personal  property    taxes,   insurance, 
etc. 

**  Computed   as    for  part  owner   for  items   pertinent   to  share   tenant. 
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Table    10. — Operator   equity   in   farm  physical   assets,    January    1,    1968,    and   comparative   returns    to    resources 
under   Stockholder  and  Landlord  Standards,    935-acre  irrigated   and  nonirrigated  cotton  farms,  by   tenure, 
Southern  High  Plains,    Texas,    average,    1966-68 


Item 


Irrigated   farms 


Part   owner    "    Share    tenant 


Nonirrigated   farms 


Part   owner    '    Share    tenant 


Operator's   equity  in  physical  assets    (dol.)   _1/ : 

(1)  Land  and  buildings: 

(a)  Real  estate  (acres)  27 

(b)  Average  value  per  acre  3/ 

(c)  Total  value 

(d)  Operator   debt   47 

(e)  Operator   equity 

(2)  Value   of   farm  machinery   and  equipment 

owned 

(a)  Machinery   and   equipment   debt   5/ 

(b)  Operator   equity 

(3)  Total   operator   equity 

Comparative   returns    to    resources 

Operator's   farm  income,    1966-68    (dol.): 

(4)  Operator   gross    returns 

(5)  Operator   expenses   6/ 

(6)  Net  returns    to  operator   7_/ 

(7)  Capital   gains,    1965-67   annual   rate   8/ 

(8)  Net,    including   capital  gains 

Stockholder  Standard    (dol.): 

(9)      Wages    for   1968   9/ 

(10)  Dividends,    1966-68   annual   rate   10/ 

(11)  Total,    excluding   capital   gains 

(12)  Capital  gains,    1966-68  annual 

rate   11/ 

(13)  Total,  including  capital  gains 

Comparative  resource  returns  ratio: 

(14)  Excluding  capital  gains 

(line  6  j   line  11) 

(15)  Including  capital  gains 

(line  8  i  line  13) 

Landlord   Standard    (dol,): 

(16)  Wages    for   1968   9/ 

(17)  Net   land   rent   (share    rent)    1966-68 

average  _12/ 

(18)  Total,  excluding  capital  gains 

(19)  Capital  gains,  1965-67  annual  rate  8/ 

(20)  Total,  including  capital  gains 

Comparative  resource  returns  ratio: 

(21)  Excluding  capital  gains 

(line  6  ^  line  18) 

(22)  Including  capital  gains 

(line  8  ^  line  20) 


300 
454 


136,200 
28,800 


107,400 

40,000 
4,800 


35,200 


51,530 
39,770 


11,760 
-2,270 


9,490 

6,990 
4,710 


11,700 


1.01 
.53 

6,990 

3,790 


10,780 
-2,380 


8,400 


1.09 
1.13 


40,000 
8,400 


31,600 
31,600 


46,180 
36,860 


9,320 
0 


9,320 

6,990 

1,040 


8,030 


6,070 

1,340 

17,770 

9,370 

'                                 ....                                             .... 

1.16 
.99 

6,990 
830 


7,820 
-530 


7,290 


1.19 
1.28 


374 
209 


78,200 
25,100 


53,100 

15,800 

6,400 


9,400 
62,500 


35,120 
22,710 


12,410 
0 


12,410 

6,980 

2,060 


9,040 
2,660 


11,700 


1.37 
1.06 

6,980 

2,350 


9,330 
0 


9,330 


1.33 
1.33 


15,800 
5,600 


10,200 
10,200 


31,120 

19,640 


11,480 
0 


11,480 

7,580 
340 


7,920 


430 


8,350 


1.45 
1.37 

7,580 

380 


7,960 
0 


1.44 
1.44 


See  footnotes  on  following  page. 
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Footnotes   for  Table  10    (Comparative  Returns    for  1966-68) 

Footnotes    1-7  same   as    for   table   9. 

8/      See    text    table,    page      17,         for    land   values   by   years.      Average    annual   rate    for    1965-67    computed   as 
follows:      Irrigating  part  owner — $454   7   $478  =    .95,    1.00   -    .95  =    .05,    .05   £  3  =   1.67%   average   annual   loss; 
nonirrigating  owner   renter — $209  7    $208  =   1.0048  or  essentially  no    change   over   3-year  period.      Item   7 
entries    computed  by   applying   loss    rate    times    item  lc,    total  value   of   land  and  buildings.      Item  19   entries 
computed  applying  same    rate    times    item   3,    total   operator   equity. 
9/      Same   as   9/   on  previous    table. 
10/      See    text    table,    page     22. 

$2.87  +  $2.92  +  $3.07   =   $8.86 
$92.18  +  $80.38  +  $96.11   =    $268.67 
$8.86   v   $268.67  =   3.30%   average   dividend  rate 
11/      See    text   table,   page     22,         for   change   in  value  of  stock  shares  by  years.      Average   annual   rates    for 
1966-68   computed  as    follows:      for  irrigated   farms    $103.93  ^   $92.18  =   1.1275   or   12.75%   gain  over   3-year 
period.      Annual   average   rate  =   12.75   7    3  =   4.25%. 

12/     Assumes    theoretical   debt-free   reinvestment  of    total   operator  equity    (item   3)    to  purchase  similar 
farmland   for   renting  out   as   a  landlord  on   crop-share  basis    to   earn  a  per   acre   rate   of   return.      Entries    for 
this   item  calculated  as   in  example    for  previous    table   except    that   income   and  expenses    are   averaged  here 
for   1966-68. 
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items  10,  12,  17,  and  19  in  tables  9  and  10.   Operator  debt  levels  are 
based  on  the  median  debt  per  acre  of  total  land  owned  or  operated  by  in- 
debted farmers.   Total  land  owned  was  computed  from  the  individual  farm 
reports  of  acreage  owned. 

Items  4-8  present  operating  results  for  the  farms,  with  and  without 
capital  gains.   Operator  expenses  (item  5)  include  interest  paid  for 
operating  capital  and  on  machinery  and  real  estate  debt.   A  charge  for 
the  equity  capital  invested  in  production  resources  is  not  included.   The 
exclusion  of  such  a  charge  as  an  expense  item  provides  a  basis  for  com- 
paring the  combined  returns  to  operator  and  unpaid  family  labor,  manage- 
ment, and  equity  capital  with  returns  from  similar  amounts  invested  un- 
der the  Stockholder  and  Landlord  Standards. 

Items  9-13  show  the  summary  information  used  in  preparing  the  Stock- 
holder Standard.   Stockholder  Standard  items  compare  resource  returns  to 
the  farm  operator  with  returns  to  similar  capital  invested  in  a  broad 
portfolio  of  common  stocks  and  similar  labor  employed  at  nonfarm  work. 
The  opportunity  cost  of  labor  (item  9)  has  two  components:   (1)   Labor 
income  to  the  farm  operator  was  based  on  the  average  1968  yearly  wage 
earned  by  manufacturing  workers  in  Texas  (5) ,  and  (2)  the  return  to 
unpaid  family  labor  was  computed  by  multiplying  the  hours  of  such  labor 
used  on  the  farm  by  $1.60,  the  Federal  minimum  wage  in  1968.   This  pro- 
vides a  basis  for  comparing  total  returns  as  a  stockholder  (item  11)  with 
net  returns  to  the  farm  operator  (item  6).   Similarly,  with  capital  gains 
(losses)  included,  item  13  is  compared  with  item  8.   The  returns  to  in- 
vestments in  stocks   (items  10  and  12)  are  based  on  Standard  and  Poor 
Corporation's  "500  stock  averages"  as  follows: 


Value  per  £ 

hare 

Per  share 

cash 

Dividend 

Year 

(January 
(Dollars 

2) 
) 

dividend 

percentage  rate 

(Dollars) 

(Percent) 

1964 

75.43 

2.50 

3.31 

1965 

84.23 

2.72 

3.23 

1966 

92.18 

2.87 

3.11 

1967 

80.38 

2.92 

3.63 

1968 

96.11 

3.07 

3.20 

1969 

103.93 

N.A. 

N.A. 

Items  16-20  constitute  the  Landlord  Standard  for  comparing  farm 
operator  net  earnings  with  net  rental  income  received  by  a  debt- free 
landlord  with  the  same  equity  and  equivalent  household  labor  employed 
off  the  farm. 

The  comparative  return  ratios,  items  14  and  15  for  the  Stockholder 
Standard  and  items  21  and  22  for  the  Landlord  Standard,  indicate  the 
relative  profitability  of  farming.   A  ratio  greater  than  1.00  reflects 
relatively  higher  returns  to  resources  employed  in  agriculture,  whereas 
a  ratio  smaller  than  1.00  indicates  a  higher  return  to  resources  em- 
ployed in  nonagricultural  pursuits. 
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Returns  from  Farming  and  Comparative  Returns 

Wide  variations  in  farm  output  and  farm  income  are  characteristic  of 
agricultural  operations  in  the  Southern  High  Plains.   This  is  particu- 
larly true  for  nonirrigated  farms  because  production  is  highly  contingent 
on  rainfall.   Irrigation  does  much  to  stabilize  farm  output,  but  irri- 
gated production,  like  nonirrigated  production,  is  subject  to  year-to- 
year  variation  due  to  such  adverse  weather  conditions  as  hail,  heavy  and 
untimely  rainfall,  and  high  winds. 

Under  these  conditions,  farm  income  in  a  particular  year  is  not  in- 
dicative of  farm  income  over  a  period  of  years.   This  is  reflected  in 
the  tabulations  and  comparisons  shown  in  tables  9  and  10.   The  data  in 
table  9  pertain  to  1968  (an  exceptionally  favorable  year) ,  whereas  those 
in  table  10  incorporate  data  for  1966,  1967,  and  1968.   Weather  condi- 
tions were  unfavorable  for  nonirrigated  production  in  1967.   Thus,  farm 
and  nonfarm  returns  averaged  over  several  years  as  in  table  10  provide 
a  better  basis  for  comparison. 

Stockholder  Standard  Comparison 

With  capital  gains  (losses)  excluded,  net  returns  to  operator  re- 
sources employed  in  agriculture  exceeded  those  that  were  obtainable  by 
investing  in  a  portfolio  of  common  stocks  (items  6  and  11,  table  10). 
With  capital  gains  (losses)  included,  the  alternative  income  prospects 
differ  with  type  of  farming  and  tenure  arrangement.   The  more  heavily 
capitalized  operator  of  an  irrigated  farm,  particularly  the  part-owner 
operator,  could  have  obtained  a  greater  total  return  as  a  stockholder 
with  his  labor  employed  at  industrial  wage  rates  (items  8  and  13,  table 
10).   Because  smaller  amounts  of  capital  are  involved  and  returns  to 
capital  are  higher  on  nonirrigated  than  on  irrigated  farms,  inclusion 
of  capital  gains  (losses)  does  not  change  the  relative  income  position 
of  the  nonirrigated- farm  operator.   The  nonirrigated- farm  operator  re- 
ceived a  higher  total  return  to  his  management,  labor,  and  equity 
capital  than  could  be  obtained  under  the  Stockholder  Standard  (items  8 
and  13,  table  10). 

Landlord  Standard  Comparison 

With  or  without  the  inclusion  of  capital  gains  (losses) ,  net  returns 
to  farm  operators  were  considerably  larger  than  the  net  return  to  similar 
amounts  of  capital  and  labor  under  the  Landlord  Standard  (items  8  and  20, 
table  10) .  The  relative  performance  of  individual  farms  and  tenure  types 
were  consistent  with  those  under  the  Stockholder  Standard. 

Stockholder  vs.  Landlord  Standard  Comparison 

Comparison  of  the  Stockholder  and  Landlord  Standard  resource  re- 
turn ratios  (items  15  and  22,  table  10)  indicate  the  relative  returns 
to  similar  amounts  of  resources  in  these  different  uses.   In  comparing 
returns  to  a  stockholder  with  possible  returns  to  a  landlord,  the 
standard  with  the  lower  ratio  provides  the  more  remunerative  investment 
alternative.   Items  15  and  22,  table  10,  indicate  that  the  Stockholder 
Standard  provided  a  more  attractive  return  to  resources  than  the  Land- 
lord Standard  during  1966-68,  irrespective  of  the  type  of  farming  or 
tenure  situation  involved. 
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CONCLUSION 

Items  8,  13,  and  20  of  table  10  indicate  that  returns  to  operator 
resources  employed  in  highly  capitalized  irrigated  farming  in  the  South- 
ern High  Plains  during  1966-68  were  lower  than  total  returns  to  similar 
capital  invested  in  a  broad  portfolio  of  stocks  and  similar  labor  employed 
at  nonfarm  work.   (Land  values  declined  over  the  period  considered  while 
stock  values  increased.)   In  contrast,  because  of  lower  capitalization, 
the  returns  to  part-owner  operators  of  nonirrigated  farms  were  greater 
than  those  calculated  under  the  Stockholder  or  Landlord  Standard.   The 
tenant-operator  of  a  nonirrigated  farm,  with  a  relatively  low  equity,  is 
essentially  engaged  in  selling  his  labor  and  management.   The  return, 
mostly  to  labor  and  management,  for  a  tenant- farm  operator  was  substan- 
tially greater  than  the  alternative  annual  wages  for  nonfarm  work  (item 
6  vs.  items  9  and  16,  table  10).   In  summary,  the  appraisals  suggest  a 
low  rate  of  return  on  capital  invested  in  land,  particularly  irrigated 
land,  compared  with  investments  in  common  stocks. 
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